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Interoffice
Memorandum

To:  Year End 2000 Accouating Files

From:  Georganne Hodges Oepartment:  Bysiness Analysis & Repodting

Subject:  December 31, 2000 Gas & Power Curve Date: Fg

ebruary 22, 2001
Adjustments for ENA ’

During the third quarter of 2000 US naltutal gas and power prices began expediencing significant volatility in
respoase ta cedain macket candilions that were present, pimariy in the Westem half of

e United States. This hyper-
volatiity continued (o be present in the fourth quarter, peaking in the month of December. [During these extreme peciads
of volatility (primarily December) ENA held significant fixed price and basis positions, primarily in aaturat gas. As a result,

unprecedented dally swings were noted in ENA's mark to ué(::t podtfolio valuafion. e magnitude of these daily

swings led us to question the reafizability of many of ENA's positions at the cument forward curves. After reviewing the
impact of position and price mavements oa ouc mark to market olio valuation throughout the manth of December and
consulting with ENA Trading Mahagement (see attachment [), ‘we concluded that the D ber 29 unadjusled curves

when applied to ENA's December 29 fixed price and basis ositions would not properly state ENA's total portfalio at a
-ealizable value.-

ln acder lo determine the amount of resecve needed ta propedy state our gas and power portfolio at the estimated
cealizable value, again wece reviewed trends from the month of December (Attachment 1) and consulted ENA Trading
nagement. Management believes that although the Westem Power markets have seen significant volatility in late
-00, that the gas markets and related forward curves wer s where we needed to focus ¢ur atteation. Specifically, we
were pointed to ENA's overall fixed price exposure to nat iral gas and the Westemn SgCat and PGE Citygate basis
positions. Attachment U shows the impact of the curve mic -«-ment during the most volatile week of December, the perioad
of December 8 — Decemmber 13", on ENA's positions duning that, period. Applying the curveé movemeqt to ENA’s poctfolio
for the three gas positions shows that ENA's mark to market agrtfolio value would have decflined by/$950 Mﬂlxo@(dumg
that week. The relationship between ENA's significant shortening of its fixed price position|during this week and the drop

in both the fixed price cucves and the basis curves in the west jis the relationship that mahagement is concemed about
relative to the aventual dose out of the positions.

Attachment ll simulates the valuation change that codld ooccur agaia relative t¢ ENA's December 29, 2000
pasitions for the three locations by applying the curve shit from the singte largest day movement from the December

period fo these pasitions. This simulation suggests that EN A cduld expertence a valuation|decline of $455

iflion in one
day if that price movement were to occur again.

On December 29, 2000 ENA recorded a curve valuation reserve of $369 Milliod” This amount represents roughly
80% of the worst-case scenario discussed above. ENA Management believes this is apprdprate 1o properly state ENA's
gas and power portfolio at a realizable value.
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